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Assets Jan. 1, 1902 $28, 291,564.38 
25,905,423.85 
2,386, 140,53 


Definite paid-up and cash surrender values 
written in every policy. 


Liabilities . 
Surplus 


JOHN A. HALL, President. 
HENRY M. PHILLIPS, Secretary. 


BOSTON OFFICE, 3! Mak Street. 
FRED. C, SANBORN, Manager. 





Berkshire 
Life Insurance Co. 


OF PITTSFIELD, MASS. 


WILLIAM R, PLUNKETT, President. 
JAS. M. BARKER, Vice-President. 
JAS. W. HULL, Secretary and Treasurer. 


This Company, with its fifty years of successful 
and honorable practice, its solid financial condition, 
its fair and liberal policies, all subject to the Non- 
forfeiture Law of Massachusetts, commends itself to 
both policy-holder and agent. 





y w 
For circulars and rates address: 


F. J. FOSS, Manager, 
40 Water Street - - Boston, Mass. 





The Mutual Benefit 
LIFE INSURANCE CO,, 


NEWARK, N. J. 


FREDERICK FRELINGHUYSEN, PRESIDENT, 


ASSETS (Market Values), Jan. 1, 1962. .$78,410,549.66 
LIA BILSPEES | 8 eee eevee oes 71,983,206.07 
SURPLUS 6,477 ,343.59 


MUTUAL BENEFIT POLICIES 


CONTAIN 
Special and Peculiar Advantages 


Which are not combined in the 
POLICIES OF ANY OTHER COMPANY. 


NATIONAL LIFE 
INSURANCE COMPANY 
OF VERMONT 


Joseph A. DeBoer, President. Osman D. Clark, Secretary. 

James T. Phelps, "Vice-Pres. H. M. Cutler, Treasurer. 

James B. ry 2nd Vice-Pres. C. E. Moulton, Actuary. 
Dr. A. B. Bisbee, Medical Director. 





This Company held January 1, 1902, and gained 
during the past decade: 


Assets $ 22,384,263.37; Gain, 193.534. 
Surplus, 2,230,212.37; Gain, 144.614, 
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The attention of Reliable Agents in search 
of desirable contracts is called to the 


JOHN HANCOCK 
MUTUAL. LIFE 
INSURANCE 
COMPANY OF BosTON 


RHODES, President. 
ROLAND oO. LAMB, Vice-Pres. and Sec; 





None but the best forms of Life, Endowment, Term 
and Instalment Policies issued. - See our Optional An- 
nuity Policy. Good Agency contracts tothe right men. 


FRANCIS MARSH, 
Manager for Eastern Massachusetts, 
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some income, increasing steadily in proportion to 


*9: 7. 
Four fad is exclusive; agents of your own com- insura nce Field. 


pany do not compete with you; you reap what you , 
have sown. YOUNG E. ALLISON, 

We have some open territory—not much—reserved . 
for the right men. To ascertain whether or not our Editor. 
general agents are prosperous, send for a list of 145 
with whom you are at liberty to correspond. A weekly newspaper 


HENRY C. LIPPINCOTT, covering the whole 
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Be Sure You Are Right and Then Go Ahead 
Everything Comes to Him Who Waits 





of Insurance Economics” with seventeen subscribers 
and one full-page company advertisement. This was 
the only advertisement obtained during the first eight 
months. In January, February, and. March, 1900, we 
printed a few annual statements, and by the close of the 
first year of publication had contracts for seven annual 
cards. We had about eight hundred subscribers, all 
secured without personal solicitation. 

We were not making money. Each month’s expenditures were largely 
in excess of receipts. But new subscribers kept coming in, and it looked as 
though somebody wanted the magazine, even if advertisers did not; so we 
tried it another year. Circulation kept on increasing, and after the next 
January we got a few more annual statements and standing cards. Still there 
was no profit, and we increased the subscription price from $1 to $3. Our 
policy in regard to advertising was fixed. We would not change, and 
believed our readers would stand by and help us win for higher journalism. 

Two thirds of them did stand by. Our income from subscriptions was 
doubled. We kept on getting new subscribers—all of them without per- 
sonal solicitation — and some more advertisers met us on our own ground. 
The third year we closed with a profit. 

This is the brief history of a new idea which is here to stay. The foun- 
dation is well laid. The enterprise is now on a paying basis and steadily 
improving. We still carry LESS advertising than any other paper pub- 
lished —BUT STAND AMONG THE FIRST EIGHT IN CIRCU- 
LATION. We have a circulation in every State of the Union, except 
Idaho, Mississippi, Nevada, South Dakota, and Wyoming. 

We expect in a few years to make the “Journal of Insurance Eco- 
nomics” the most widely read and successful insurance periodical pub- 
lished in this country. We have got a splendid start, a reputation which is 
good because hard earned, and a prestige and influence which those who so 
persistently attacked us have helped to make. No insurance paper has ever 
had to face such bitter hostility, or fight for existence under such persistent 
opposition. 

We wish to thank the readers of this magazine who have stood by and 
made success possible. In turn, the thanks of our readers are due those 
companies whose management is sufficiently broad to prompt their patron- 
age without an expectation of favors to come. We hope, during the coming 
year, that others will take us at our word, accept our Twentieth Century 
platform asa settled fact, and patronize this publication upon a broad and 
comprehensive business basis. 
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REAL ESTATE AND MORTGAGE INVESTMENTS. 


Value of Foreclosures as a Life-Insurance Asset. —What Interest Rates Different Forms 
of Investment Yield. 


A statement, contained inthe New 
York Lvening Post of March 28, 
respecting the real estate and mort- 
gage investments of life-insurance 
companies has attracted wide-spread 
attention. The statement calls at- 
tention to the large percentage of 
assets invested in mortgages and 
also of real estate acquired through 
foreclosure. In dealing with the 
investments of fourteen companies 
it asserts that fully ten per cent of 
their entire mortgage investments 
have ‘‘turned out bad’’; that is 
to say, the companies have been 
obliged to foreclose. In dealing 
with specific instances the Avening 
Post makes this statement : — 


“One company that reports real estate 
holdings of $11,919,575 secured through 
foreclosure would in all probability have to 
deduct $5,000,000 from that item if it made 
the return to-day on the basis of ‘forced 
sale’ value. That is, the company’s real 
estate holdings show one hundred per cent 
overvaluation on the basis of what they 
would bring in cash if disposed of at auc- 
Some of its property was ac- 
quired as far back as 1870. Most of it is 
located in nine Western cities, where 
twenty-one pieces had to be foreclosed last 


tion sale. 


year alone. 

‘‘Another instance of bad judgment in 
making loans is that of one of the largest 
companies, whose proportion of real estate 
held to total mortgage investment indicates 
that twelve per cent of such loans were 
based on an improperappraisal. One more 


company, equally important, acquired last 
year through foreclosure property aggre- 
gating thirteen per cent of its total mort- 
gage investment. Both these companies 
show loans on their books to-day made fifty 
or sixty years ago, and made no mention 
of rates on which to base an accurate es- 
timate of present investment yield. Some 
of the smaller companies, with an excellent 
underwriting record, show up deplorable 
business management in not selling fore- 
closed property even at a loss. Most of 
these parcels have been acquired because 
the amount advanced was altogether in ex- 
cess of the safe loanable margin. High 
rates of interest were thought to cover a 
multitude of ‘foreclosure sins,’ with the 
result that the companies are advertised 
throughout the West to-day by means of 
Queen Anne structures in Mary Ann terri- 
tories.’’ 


The character of these statements 
shows them to have been written or 
furnished by some one familiar with 
the conditions of life-insurance in- 
vestments. As a result of this pres- 
entation, the Evening Post reached 
the broad conclusion that real es- 
tate acquired by foreclosure should 
not be regarded as a valid asset 
by insurance departments. This 
comprehensive assertion has called 
forth considerable public discussion 
among life-insurance officials. 

The question really involves the 
value of mortgage loans as a safe 
and profitable investment for life- 
insurance companies. More than 
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one quarter of the total investments 
of standard life-insurance compa- 
nies is invested in mortgage loans. 
Twenty-seven companies reporting 
to Massachusetts in 1901 showed 
mean net assets of $1,640,000,000. 
Their total mean mortgage invest- 
ments amounted to $486,000,000. 
The interest realized by these 
companies upon these mortgages 
ranged from 4.16 per cent to 6.38 
percent. The average for all com- 
panies was 4.87 per cent, which is 
a decline of forty-six pointS in the 
rate of earning during the past five 
years. 

In former years mortgages repre- 
sented the most profitable form of 
investment for life-insurance com- 
panies. In 1897 the average rate 
earned on mortgages was 5.33 per 
cent. During the same year the 
average rate earned on bonds and 
stocks was 4.70 per cent, upon real 
estate 4.44 per cent. In rgor the 
average rate earned on mortgages 
was, as already stated, 4.87 per cent, 
upon bonds and stocks 4.51 per cent, 
and upon real estate 5.36 per cent. 
The rates named for real estate are 
gross, without deduction for ex- 
penses. 


It will therefore be noticed that in 
five years the decline in interest 
earnings on mortgages has been 
quite marked. Inthe case of bonds 
and stocks it has been less marked, 
while in the case of real estate there 
has been an actual increase of 
ninety-two points during that pe- 
riod. Asthe situation stands to-day, 
therefore, the real estate holdings 
of the companies, upon the present 
basis of valuation, yield larger gross 
returns than any other form of in- 
vestment. Nevertheless it is a fact 
that the company which earns the 


largest rate of interest on its total 
investments holds more than eighty 
per cent of its assets in mortgage 
securities. 

The increase in gross earnings 
upon real estate is due partly to the 
general prosperity of the country, 
and in some degree also to the he- 
roic reductions in valuation made 
by some of the companies. The to- 
tal real estate investments of the 
standard companies to-day amount 
to $151,610,000. The reduction in 
gross earnings upon mortgages and 
stocks and bonds is due to the re- 
duced interest rates upon this class 
of investments. 

As an indication of the opinion 
entertained by insurance financiers 
as to the relative value of invest- 
ments it may be stated that during 
the past five years the companies 
have increased their investments in 
stocks and bonds $273,000,000 and 
in mortgage loans $62,000,000. The 
same tendency is noted in regard 
to British life-insurance companies. 
Nevertheless, some of the most suc- 
cessfully financed life-insurance com- 
panies in America continue to seek 
and procure good, productive mort- 
gages as a safe investment. 


There is considerable diversity of 
opinion among life-insurance men 
as to the relative value of bonds and 
stocks, mortgages and real estate, 
and this difference is expressed in 
the various ways in which the funds 
of the companies are invested. We 
are presenting, in connection with 
this article, an interest tabula- 
tion, by Mr. Benjamin F. Brown, 
showing subdivisions of the invest- 
ments made by twenty-seven com- 
panies reporting to the Massachu- 
setts department. 

Many interesting conclusions may 
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be made from a careful study of 
this tabulation, particularly in ref- 
erence to mortgage loans and fore- 
closed real estate. Such an exam- 
ination must result in a conclusion 
favorable to the value of mortgage 
loans as an investment for life- 
insurance companies. Furthermore, 
it is shown that, as a whole, real es- 
tate has become increasingly profit- 
able to the companies, notwith- 
standing the fact that a very large 
proportion of it has been acquired 
by foreclosure. , 

It does not seem logical to say 
that real estate acquired by fore- 
closure is necessarily a bad asset. 
On the contrary, the experience of 
the different companies proves that 
it is frequently a very profitable as- 
set, and furthermore we cannot ig- 
nore the fact that the foreclosed real 
estate of the companies, as a whole, 
has not prevented them from earn- 
ing upon real estate a larger gross 
income in 1gor than upon any other 
class of investments. The rates of 
interest earned by the different com- 
panies upon real estate vary from 
2.26 to 9.53 percent. It is probably 
true that in specific instances the 
real estate investments held are not 


profitable, and that a considerable 
part is unproductive. 

The question of the value of fore- 
closed property cannot be judged as 
a broad proposition. It depends 
upon the circumstances in each par- 
ticular case, which be deter- 
mined only by specific examination 
There are 
so many cases in which foreclosed 


can 
of the property so held. 


property is not only productive to 
the companies, but in the final sale 
proves extremely profitable, that it 
would be quite unfair to throw this 
property out as anasset.* Ifit were 
the policy of the State to throw out 
foreclosed property it would tend to 
discourage investmentin mortgages, 
which up to this time have proved 
one of the most productive forms of 
securities. The simple fact is that 
the real estate account of a majority 
of the companies is to-day in excel- 
lent condition and is earning a 
larger gross income than any other 
form of assets. 


*A recent sale of unusual importance illus- 
trates this point. The New York Life acquired 
the Plaza Hotel, New York City, by foreclosure 
in 1888. It has of late years been carried by the 
company at a valuation of $2,500,000, with an an- 
nual rental of $125,000, or five per cent per annum. 
This property has just been sold for $3,000,0c0. 


THE REINCORPORATED MUTUAL RESERVE COMPANY. 


Misleading Statement Issued by the Management.— What Reincorporation Actually Means. 
Steady Disintegration of the Association’s Plant. 


The Mutual Reserve Fund Life 
Association of New York has re- 
cently been examined by the Insur- 
ance Department of that state, and 
as a result has reincorporated under 
the name of the Mutual Reserve 
Life Insurance Company. The fol- 


lowing statement regarding this re- 


incorporation, sent out by the man- 
agement of the company, has been 
generally accepted and published 
by the insurance press, as a state- 
ment of facts: 

“Yesterday afternoon at Albany the 


Mutual Reserve Fund Life Association of 
New York received its charter as an old 











The Reincorporated Mutual Reserve Company. 


line company. Under its new title, Mu- 
tual Reserve Life Insurance Company, the 
organization now is a purely mutual life- 
insurance institution, incorporated under 
the legal reserve statute of New York. The 
examination by the New York Insurance 
Department preliminary to granting the 
right of reincorporation has occupied three 
months. The condition of the company 
was determined from the standpoint of its 
ability to comply with the requirements of 
the statute governing legal reserve com- 
panies. The result of a most careful and 
thorough examination undertaken by the 
department shows that the company pos- 
sesses a surplus, in excess of all liabilities 
including the full statutory reserve, of 
about half a million dollars. The insur- 
ance department increases the value of the 
real estate holdings beyond the estimate of 
the company. At the beginning of the 
examination the management asked of the 
Department the utmost strictness of inquiry 
into its affairs and this course was rigidly 
adhered to. Superintendent Hendricks 
is satisfied that the company is amply able 
to comply with all the requirements of the 
law for reincorporation as a legal reserve 
or old line mutual life-insurance company, 
On this showing the charter was granted 
yesterday afternoon and now the Mutual 
Reserve Life Insurance Company takes its 
place as the third largest purely mutual 
life-insurance company of New York.”’ 


The purpose of this statement 
is to give the impression that the 
Mutual Reserve has complied with 
all the requirements of an old-line 
company, and that with the New 
York Life and Mutual Life, and 
next to them, it is entitled to recog- 
nition as the third largest mutual 
level premium company in New 
York State. 

This, however, is not the fact. 
The reincorporated Mutual Reserve 
is not in any sense an old-line 
company. The company is not even 
a level-premium company in its 
proper sense, for it does not and 
cannot in its reincorporated form 
maintain the full reserve which 


ae 


level premium companies put up 
for the protection of their policy- 
holders. 

The new Mutual Reserve cannot 
be classified with other companies. 
It is in a class by itself, reincor- 
porated under a section of the New 
York insurance law passed for the 
express purpose of enabling it to 
escape the usual reserve require- 
mets imposed upon old-line, level 
premium companies. This law 
gives the Mutual Reserve impor- 
tant special privileges in the matter 
of reserve liabilities not extended 
to old-line companies. On its entire 
business now in force this law re- 
quires only a term reserve at the 
attained age. The examination 
shows that under this law the com- 
pany will be required to maintain 
a reserve of $2,000,000 to protect 
$150,000,000 of insurance, or $1.33 
reserve for each $1,000 of insurance 
at risk; whereas, the old-line com- 
panies maintain on the average 
$20 of reserve for each ¢1,000 at 
risk. If the Mutual Reserve were 
to estimate its reserve on the basis 
of old-line, level-premium compa- 
nies, it would be insolvent. 

These are the exact facts in re- 
regard to the present status of the 
Mutual Reserve, which should be 
clearly understood and presented 
by those who are not so directly 
interested as to feel under obliga- 
tions to suppress the truth. The 
time has not yet arrived where the 
insurance press of the country can 
receive the Mutual Reserve into the 
ranks of old-line companies, and as 
such accept its patronage. They 
may do so on other grounds, as many 
of them do, but not because the 
company is to-day in better financial’ 
condition than before, for it is not. 

The examination of the associa- 
tion made prior to the recent one, 
occurred in May, 1899. Between 
that date and the last examination, 
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Dec. 31, 1901, there has been a de- 
crease of $334,307 in assets and 
$508,622 in surplus. 

Five years ago the Mutual Re- 
serve reached the height of its pros- 
perity as an assessment associa- 
tion, since then its decline has been 
steady and continuous. The pres- 
ent condition of its plant is indi- 
cated by the following tabulation :— 


Insurance in force Dec. 31, 1896, $325,026,061 
Insurance written in 5 years-- 197,343,871 


522,369,932 


Terminations in 5 years.----. 367,011,305 


Insurance in force Dec. 31, 1901, $155, 358,627 


A total waste in five years of over 
$300,000,000 (the terminations on 
account of matured claims have 
not exceeded $50,000,000) and the 
amount of insurance in force cut in 
two during that period. Can rein- 
corporation or any other expedient 
stay the tide of disintegration which 
has been steadily and persistently 
running against the association 
since 1896? 

A glance at the finantial side of 
the association’s experience during 
that period is even more discoura- 
ging. In making this analysis we 
take the company’s own sworn re- 
ports as made to the New York 
insurance department upon the as- 
sessment basis, including the state- 
ment on that basis for December 31, 
I90I, as it appears in the current 
report of the department. This is 
what is shown: — 


Assets (book value) Dec. 31, 1896, $ 4,021,140 


Income in 5 yearS------++++-+- _ 29,441,857 
. : : 33,462,997 
Paid policy-holders in 5 years.- 20,559,046 
12,903,951 
Expenses in 5 yearS---++++++++- __ 8,040,976 
Balance Dec. 31, I9QOL---+++++++ 4,862,975 
Assets (book value) actually re- 
ported Lela woks ede adwele wees 2,700,018 
EEE SI Te eee ee eee ee 2,162,957 


During that period of five years 
the assets decreased from $4,185,000 
to $2,700,000, and somewhere in 
the accounts of the association the 
large sum of $2,163,000 disappeared. 
What actually became of it no one 
can tell. It may have been plun- 





Monthly Journal of Insurance Economics. 


dered, or it may be the result of 
depreciation, but in any ‘form it 
stands as a reflection of the worst 
kind upon the management of the 
association. 

In addition to these facts, the 
association has pursued a plan in 
the settlement of its death claims 
which is dishonest. Instead of 
charging the increased cost of in- 
surance against its policy-holders, 
it has subverted the prime aim of 
insurance, and denied to the bene- 
ficiaries the full protection to which 
they were entitled. Its system of 
scaling down the face of the pol- 
icy by means of liens or any other 
method, is both immoral and illegal.* 

Can reincorporation change the 
character of the management which 
is responsible for these grave con- 
ditions, or restore to the association 
the public confidence which it has 
lost by years of maladministration ? 
Can such a formal and perfunctory 
act conceal the fact that the health- 
iest lives have lapsed from the com- 
pany and rendered an increased mor- 
tality absolutely certain? Does it 
cover up a decline in financial 
stability and the disappearance of 
over $2,000,000 of funds? Does it 
make any less positive the fact that 
the beneficiaries under the associa- 
tion’s policies have been defrauded 
of their rights? It seems to us not. 

How can a management with 
such a record behind it hope to suc- 
ceed permanently, especially when 
its first act under reincorporation is 
to fraudulently claim a classification 
with old-line, level-premium com- 
panies? How can the editors of 
insurance periodicals expect the 
company to succeed in the face of 
a history like this? And yet they 
do, apparently, some ofthem. How 
can they commend the reincorpo- 
rated company to public confidence, 
when the facts are so obviously 
against it? And yet they do, many 
of them. 





* With a term reserve only required on whole 
life policies, the company can in the future as in 
the past, reduce the face of claims by the differ- 
ence between the term reserve and the full re- 
serve which should have been put up. 











THE MASSACHUSETTS PRELIMINARY TERM DECISION. 





What the Court Said and What Its Decree Actually Means.— Some Remarkable Statements 
by the Defenders of Preliminary Term Valuation. — Singular Misapprehension 
Regarding the Powers of the Commissioner. 





As predicted in the March number 
of this magazine the decision of the 
Massachusetts Supreme Court af- 
fecting the question of preliminary 
term valuation has been received in 
life-insurance circles with profound 
interest. No court decision of re- 
cent years has attracted so much 
attention. There are two phases of 
the decree rendered: first, its effect 
upon the immediate interests of the 
preliminary term companies; and 
second, its larger effect upon the in- 
terests of life-insurance as a whole. 
We have read with great interest and 
the utmost care the comments made 
upon this decision by the defenders 
of the preliminary term valuation, 
and this includes very nearly all of 
the insurance periodicals. A notice- 
able fact about this comment is the 
uniformity of the points advanced 
in regard to the decision, and ex- 
cepting differences in language it is 
fairly represented in the following 
extract from the Weekly Under- 
writer of New York: — 

“The point upon which most interest 
centers, that of the method of valuation, is 
left where the opinion of the Vermont 
Supreme Court left it — uncontroverted. 
So far as that question is concerned the 
triumph continues with the Provident Sa- 
vings Jife. The Massachusetts Supreme 
Court has not dared or it has not cared to 
take issue with its judicial counterpart of 
Vermont. At any rate, it has not done it. 
The only question which it considered is 
that of its power to review the official action 
of the Insurance Commissioner, and it de- 
cides that it has no power. The opinion 


consists largely of quotations from various 
sections of the insurance law which are 


intended to show that it places no restric- 
tion upon the autocracy of the commis- 
sioner in matters of administration. He is 
the sole authority, and there is no appeal 
from his fiat, no matter how erroneous it 
may be, if it is delivered in good faith. 

‘The construction of the one-year term 
policy is, therefore, settled in Massachu- 
setts until the Legislature sees fit to take 
the definition of its status into its own 
hands. Meanwhile the imperialism of the 
Insurance Department of the State is judi- 
cially established. It can hamper and 
destroy at its own sweet will. If the com- 
missioner of to-day differs in opinion from 
the commissioner of yesterday and decides 
upon a question of actuarial practice di- 
rectly opposite to his predecessor, the pol- 
icy of the State can be changed in a day 
and the Court cannot interfere. Such a 
condition under our rotative system of 
office holding, as we have said before, can 
become intolerable to companies. There 
is clearly cause for the Legislature to take 
action for the protection of the citizen and 
so qualify the prerogatives of the govern- 
ment supervisor of insurance that appeal 
can be made from his rulings to the courts, 
to be tried on their merits.”’ 


We desire to call attention to 
three principal points advanced : — 


I. That the Court did not consider or 
pass upon the merits of the preliminary 
term valuation. 

2. That the decision vests an autocratic, 
and heretofore undefined power in the 
State insurance supervisor. 

3. That the Vermont Supreme Court 
has decided that the preliminary term val- 
uation is permissible under a net valuation 
law. 


We shall take up the points in 
the order named and show that they 
represent an extreme and careless 
presentation of the facts. 
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THE COURT’S POSITION IN REGARD TO TERM VALUATION. 


To say that the Massachusetts 
Supreme Court did not consider and 
pass upon the merits of the pre- 
liminary term valuation is untrue. 
The arguments made before the 
Court, both by the attorneys for 
the company and for the Insurance 
Commissioner, were complete and 
exhaustive in regard to its merits. 
The Court was asked to consider, 
and by the admission of these 
arguments was compelled to con- 
sider, whether or not the Insurance 
Commissioner of Massachusetts had 
taken a wrong position in denying 
the right of preliminary term valua- 
tion on what he considered to be, 
from an actuarial point of view, or- 
dinary life and endowment policies. 

The attorney for the company not 
only denied that the Insurance Com- 
missioner had authority to deter- 
mine the character of contracts 
presented to him for valuation, but 
asked the Court to decide that by 
the terms of the contract so-called 
preliminary term policies should be 
valued as term insurance for one 
year, irrespective of other factors 
employed by actuarial authorities 
in determining the classification of 
policies. 

The Court gave full consideration 
to the merits of the preliminary 
term valuation, and, moreover, in 
its decision ‘‘passed’’ upon its 
merits. While the decree decided 
that the Insurance Commissioner 
was the only expert vested by the 
statutes with the power to deter- 
mine the classification of life-insur- 
ance policies for the purposes of 
valuation, it intimated that had the 
Commissioner, in the exercise of 


that authority, violated recognized 
actuarial principles, his acts would 


have been subject to review by the 
Supreme Bench. The decision says 
distinctly that the Commissioner 
must exercise his-authority as an 
expert in good faith and without 
an intention to wilfully disobey the 
law. 

This statement is subject to but 
one interpretation, namely, that had 
the Court believed the Commis- 
sioner to be wrong in his position, 
had it been convinced that he was 
perpetrating an injustice upon the 
company, —treating it inequitably 
ascompared with other companies,— 
it would have so declared. 

It is clear also that the Court 
knew, as did the Commissioner and 
everybody else familiar with the 
case, that the preliminary term 
clause was inserted in ordinary life 
and endowment policies solely for 
the purpose of taking the reserve 
for expenses during the first year. 
So long as the Commissioner is 
sound in his position that these 
contracts are in intent and fact, if 
not in technicality, ordinary life 
and endowment policies, is not the 
Court justified in saying that it 
would not interfere with his judg- 
ment? The intimation is plain that 
the Court would interfere if the 
Commissioner’s position were not 
dictated by sound reasoning. 

But, more important than any- 
thing else, the decision rendered 
contains phrases which show the 
attitude which the Court would have 
taken had it passed directly upon 
the character of the contract which 
it took under consideration. We 
quote as follows : — 





‘The valuation of policies for the pur- 
pose of determining the reserve liability is 
only one of the processes necessary to de- 
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termine the company’s financial condition. 
It involves an application of the statutory 
rule to each policy, in connection with the 
methods and practices in the transaction of 
the business that exist, either asa part of 
the science of life-insurance or otherwise, 
outside of the stipulations of the policy. 
New forms of policies may be adopted 
which were not known when the statutory 
rule was established, and new questions 
may arise, depending in part upon the 
principles of life-insurance as a science, 
and in part upon the practices of the com- 
pany, as weil as upon rules of law, in 
determining how the statutory rule shall 
apply to these policies. 

‘““In the present case, even if the con- 
tracts referred to are to be considered 
technically as the petitioner contends, the 

‘statute is silent as to whether the value of 
the option to continue the insurance at the 
end of the year without an examination, 
and at the premium fixed for an age a year 
younger than the assured would then have 
attained, is not to be considered in de- 
termining the reserve liability of the com- 
pany under the contract. Questions of 
fact and questions of law must be con- 
sidered in coming to a conclusion.”’ 


There are statements in this quo- 
tation which directly deny the main 
contention advanced by the leading 
counsel for the company interested, 
Hon. Thomas B. Reed, summarized 
in the March number of this maga- 
zine as follows : — 


The character of the contract is deter- 
mined solely by its terms as actually 
written, and the payment of a practically 
level premium continuously throughout 
life, with a fixed sum payable at death, are 
not factors which the court can take into 
consideration in determining whether a 
contract is an ordinary life policy, or a 
term policy for one year renewable as 
a whole life policy. 
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Mr. Reed says that the character 
of the contract is determined solely 
by its terms as actually written. 
The Court says that the valuation 
involves an application of the statu- 
tory rule to each policy, in connec- 
tion with methods and practices 
which exist either as a part of the 
science of life-insurance or other- 
wise ‘‘ outside of the stipulations of 
the policy.’’ The two presentations 
are diametrically opposed. The 
Court holds that the statutory valu- 
ation is determined by other con- 
siderations than the terms of the 
contract. Could there be any more 
emphatic declaration by the Court 
upon the merits of the case, or any 
more definite denial of the sub- 
stance of the argument as advanced 
by the preliminary term companies ? 

But beyond this the Court says 
that even if the contracts are to be 
considered technically, as the com- 
pany contends, there is another 
question involved as to the value of 
the option to continue the insur- 
ance at the end of the year without 
examination or an increase of. pre- 
miums. How can this be inter- 
preted as anything else but a belief 
on the part of the Court that the 
contract considered contained some- 
thing in addition to term-insurance 
for the first year? Does not this 
bear directly upon the merits of the 
case, and does it not show that 
the Court was not impressed by the 
company’s contention that the con- 
tract was term insurance only for 
the first year? It surely does. 





THE POWER OF THE INSURANCE COMMISSIONER. 


The comment of the preliminary 
term defenders upon the power 
which the decree invests in the 


Insurance Commissioner is extreme 
and quite misleading. To show its 
character we desire to make a few 
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quotations in addition to that re- 
published from the Weekly Under- 
writer : — 

‘“ As it stands now, Massachusetts is the 
only State in the Union whose courts 
would permit a State officer to deny the 
right of contract to duly qualified con- 
tracting parties.”—Vigilant. 

‘There is not another State or subor- 
dinate officer known to our laws whose 
acts are not subject to review by the 
courts.’’—Herald. 

The Supreme Court of Massachu- 
setts says that ‘‘similar decisions 
have been made in regard to the 
powers of the Insurance Commis- 
sioner in Ohio and Kansas,’’ and 
under the same conditions the courts 
of other States would probably ren- 
der precisely similar decisions. All 
State supervisors, whether of insur- 
ance or other interests, are given 
such powers on the assumption that 
as experts they are qualified to use 
this power with judgment. Were 
it not so they could not supervise. 
These discretionary powers are the 
same as those vested in the manage- 
ments of life-insurance companies, 
and with which the courts have 
said again and again that they 
would not interfere. 

‘There is absolutely nothing to hinder 
either a vindictive persecutor or an ego- 
tistical ignoramus who may chance to be 
appointed to the office of Insurance Com- 
missioner from perpetrating against a com- 
pany or companies the grossest injustice, 
for he is a law unto himself.’’ — Herald. 

The Supreme Court says that the 
Commissioner must act in good 
faith and without wilful intent to 
disobey the law. A vindictive per- 
secutor or egotistical ignoramus 
would not be permitted to misinter- 
pret the valuation law. The Com- 
missioner is, therefore, a law unto 
himself only so long as he adminis- 
ters the statutes in good faith. 


‘Suppose that such a man should de- 
cide to value the policies of the Mutual 
Life Insurance Company, for example, on 
a one-per-cent basis. The company would 
have to submit under this decision unless 
it could prove bad faith.’’— Record. 

Nothing could be more extreme 
or palpably wrong than a statement 
of this character. The net valua- 
tion law of Massachusetts compels 
the Insurance Commissioner to 
make his valuations upon the 
American three and one half per 
cent table. The Commissioner is 
absolutely powerless to apply any 
other mortality table or rate of in- 
terest than that designated in the 


law. The only authority which he 


has under that law, and the only 
authority in which he is confirmed 
by the Supreme Court, is to de- 
termine, from his knowledge of ac- 
tuarial principles and _ practices, 
whether for the purposes of valua- 
tion a contract is a term, ordinary 
life, endowment, or limited pay- 
ment policy. 

Nor could the Commissioner, as 
one of his critics has averred, value 
an ordinary life policy as an en- 
dowment policy, because he could 
not perform such an injustice with- 
out wilfully disobeying the law and 
acting in bad faith. 

‘‘He has taken one position in regard to 
term insurance; he may take another view 
next year, and none to say him nay.’’— 
Intelligencer. 

The Commissioner could not 
make such a reversal of his opin- 
ion without acting in bad faith. 
If the Insurance Commissioner of 
Massachusetts should allow a com- 
pany to value its ordinary life and 
endowment policies as preliminary 
term insurance, he would be wil- 
fully disobeying the law and per- 
petrating an injustice and inequal- 
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ity upon other companies. Mr. 
Emory McClintock, the most emi- 
nent American actuary, who, early 
in the controversy, said that if he 
were Insurance Commissioner he 
could interpret his duty in but one 
way and treat a whole life contract 
as such, even if the contract should 
describe it as composed of two suc- 
cessive insurances, the first for one 
year, and the second for the re- 
mainder of life, — makes this brief 
but interesting comment upon the 
recent decision : 

*“‘My opinion as to the effect of the 
recent decision is that in Massachusetts 
things will move along in the same old 
way. What may happen if a Commis- 
sioner arises who. without ‘malice,’ re- 


verses the action of the Department, 
remains to be seen.’’ 


Mr. McClintock evidently feels 
that it would be difficult for any 
Commissioner to reverse the action 
of Mr. Cutting without malice. 

¥ 
No New Powers Established. 

The decision of the Court does 
not invest extraordinarily autocratic 
or imperialistic powers in the Com- 
missioner. Under that decision the 
Insurance Commissioner could not, 
as claimed by the Weekly Under- 
writer, hamper and destroy at his 
own sweet will. A new Commis- 
sioner could not in good faith re- 
verse the decision of Commissioner 
Cutting, for that decision is based 
upon sound reasoning and upon 
well-defined actuarial common 
sense. 

The decision does not confer any 
new arbitrary powers upon the In- 
surance Commissioner of Massachu- 
setts. It merely confirms the powers 
which he has always exercised, and 
must, by the nature of the case, ex- 


ercise under the net valuation law. 
The Commissioner is not a czarora 
law unto himself. The imperialism 
of the Insurance Department has not 
been judicially established. The 
powers of the Commissioner under 
the net valuation law are well de- 
fined and extremely limited. He 
must value all policies of all com- 
panies upon the ‘‘net’’ system, 
using the American table of mor- 
tality at three and one half per cent. 
Compare this with the unlimited 
powers conferred upon the Superin- 
tendent of Insurance in New York 
under the valuation law of that 
State, which says: 

“The Superintendent may vary the 
standards of interest and mortality in the 
case of corporations from foreign coun- 
tries, and in particular cases of invalid 
lives and other extra hazards, and value 
policies in groups, use approximate aver- 
ages for fractions of a year and otherwise, 
and calculate values by net premiums or 
otherwise.’’ 

Under this law the Superintegd- 
ent of New York State can use 
either a gross or a net valuation 
in the case of any company doing 
business within the State. In the 
case of companies from foreign 
countries he may use any mortality 
table or any rate of interest he 
chooses, and instead of valuing 
individual policies he may value 
them in groups, by approximate 
averages, or in any other way he 
sees fit. The discretion of the Su- 
perintendent in this case is unlimited 
and his authority absolute. The 
powers of the Massachusetts Com- 
missioner are unimportant as com- 
pared with those of the Superin- 
tendent of New York State. In 
New York the company interested 
obtains from the Insurance Depart- 
ment a valuation on the preliminary 
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term basis. It secures this valua- 
tion because the powers of the Com- 
missioner in that State are auto- 
cratic and discretionary. Nothing 
has been said, however, about the 
imperialism of State supervision in 


New York under its valuation 
law. The preliminary term com- 


panies are naturally very glad to 
have autocratic powers exercised 
where the decision of the super- 
vising powers is favorable to their 
valuation. 

5 
Scope of the Vermont Decision. 


The Massachusetts Supreme Court 
has rendered the only decision pos- 
sible under the circumstances. It 
has recognized that under the net 
valuation law it is incumbent upon 
the Insurance Commissioner to de- 
termine the classification of life- 
insurance policies for the purposes 
of valuation. We do not see how 
the Court could have made any 
other decision, unless it was pre- 
pared to have brought before it for 


adjudication unimportant and mi- 


nute questions of actuarial practice 
which, as stated in the decision, 
‘‘it would be difficult to investigate 
in our courts.’’ 

The statement that the decision 
of the Vermont Supreme Court is 
directly contrary to that of the Mas- 
sachusetts Bench is untrue. The 
Vermont Court made no decision 
upon the net valuation law of Mas- 
sachusetts or on any other law in 
which a ‘‘net’’ valuation is in- 
volved. The law of Vermont does 
not require valuations to be made 
upon the net system. Therefore 
the decision of the Court of that 
State is made under circumstances 
entirely different and in no way re- 
lated to the case in Massachusetts. 


ciples. 
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Furthermore, the Vermont decision 
was written by a justice directly 
interested in sustaining the prelim- 
inary term valuation, and for this 
reason is not regarded by competent 
authorities as a legal decree of great 
weight. Had the Court of Ver- 
mont been confronted by the same 
conditions as in Massachusetts, and 
had the justices who sat upon the 
case been in every instance disin- 
terested, the finding would probably 
have been identical with that which 
has been rendered in this State. [ See 


Note. | 
¥ 


Suggested Future Action. 


The Supreme Court of Massachu- 
setts will not restrain the Insur- 
ance Commissioner of Massachusetts 
under a writ of mandamus so long 
as he acts in good faith and inter- 
prets the net valuation law in ac- 
cordance with sound actuarial prin- 
Thus far the company 
interested is prevented from having 
its ordinary life and endowment 
policies valued on a preliminary 
term basis. It is intimated that it 
will appeal either to the United 
States Court or to the Legislature 
of. Massachusetts. We should be 
very glad to have the question de- 
cided by the highest legal tribunal 
in the land. So far as an appeal to 





NOTE: Since this comment was written we 
have received the report of the Vermont Insur- 
ance Commissioners for 1902, in which they rec- 
ommend the adoption of a“ net’’ valuation law 
in that State. Nothing, they say, short of a 
complete revision will rescue the law, as inter- 
preted by the Court, from obscurity and ineffec- 
tiveness. They state that under that decision 
‘‘a company can now adjust its reserve liability 
so as to satisfy at the same time the law of this 
State, and the necessities of an insolvent condi- 
tion that would not be tolerated im any other 
New England States.’? The law recommended 


is the net valuation law of Massachusetts, with a 
section from the New York valuation law, allow- 
ing discretion in certain,cases, particularly in 
reference to industrial policies, but notin regard 
to the application of a ‘“‘ net’’ valuation. 
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the Legislature is concerned it like- 
wise would meet with approval. 
The question could then be con- 
sidered, as we have constantly held 
it should be, — from the standpoint 
of sound life-insurance practice. 
If the company can show to the 
Legislature that the policy-holders 
of the company would be better pro- 
tected if this system of’ valuation 
were allowed they should be given 
the opportunity to do so. If the 
company can convince the Legisla- 


ture that it is sound life-insurance 
practice to permit the use of the re- 
serve for expenses during the first 
year it should be given an oppor- 
tunity todo so. Wedo not believe 
that any one identified with life-in- 
surance would stand in the way of 
an appeal to the Legislature, be- 
cause when that appeal is made the 
question must be discussed in the 
light of actual facts, and not from 
thestandpoint of legal technicalities. 


SIGNIFICANT ACTION TAKEN AT WASHINGTON. 


Since the decision of the Massa- 
chusetts Supreme Court the matter 
of preliminary term valuation has 
been brought to the attention of the 
insurance department of the Dis- 
trict of Columbia, and decided upon 
what seems to us to be a common- 
sense basis. The department of the 
District of Columbia is a newly cre- 
ated office. Mr. Thomas E. Drake, 
who has been appointed superin- 
tendent, is said to be a practical in- 
surance man. In taking the office he 
found no legal provision for estima- 
ting the reserve liabilities of a life- 
insurance company. He therefore 
asked the City Solicitor of Wash- 
ington what standard of valuation 


he should adopt, and called es- 
pecial attention to the matter of 
preliminary term insurance. His 


letter upon this question contained 
the following statement: — 


“The question with which this depart- 
ment is confronted is, what standard to use 
and also the treatment of preliminary term 
insurance which most of the young compa- 
nies practice by embodying in their policy 
contracts the above conditions in respect 
to confiscating the reserve liability of the 
first year’s premium. 

*‘T am opposed to this method of valua- 


tion for the reason that, whenever the law 
establishes the basis of interest for deter- 
mining the solvency of a company in con- 
nection with either mortality table used, 
the insured is compelled to contribute to 
the expense or surplus fund of the company 
that portion of the first year’s premium that 
would be charged as a reserve liability. 

‘Can I, in the absence of law, establish 
my own basis of solvency of a life-insurance 
company under, say, the 4 per cent stand- 
ard and decline to recognize the reserve 
valuations made by companies that confis- 
cate the reserve on the first premium? ’”’ 

In reply to this request City 
Solicitor A. B. Duvall says that in 
the absence of a specified basis of 
reservation the matter is to be de- 
termined by the Superintendent, 
governed by the general practices 
and customs of insurance compa- 
nies. In accordance with this 
opinion, Superintendent Drake has 
decided to value policies upon the 
American Experience Table of Mor- 
tality with interest at four per cent. 

Upon the question of preliminary 
term the City Solicitor expressed 
the following views :— 

“The evident purpose of this is to ex- 
clude the contract for the first year from 
that class of insurance requiring a reserve 
fund, and thus allowing the company to 
retain and use the entire premium for the 
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first year. This is clearly an attempted 
evasion of the law requiring a reserve 
fund, which I understand is made up from 
the premiums paid. It is my opinion that 
however the policy may read, it is subject to 
the provisions of the law requiring a reserve 
fund from the time it is issued. This view 
is supported by the decision of the Supreme 
Court of Massachusetts in the case of Provi- 
dent Savings Life Assurance Society vs. 
Cutting, Insurance Commissioner. A copy 
of the opinion in that case is with the 
papers referred to me. The consent of the 
assured cannot change the obligation of 
the insurance company under the law. It 
is my opinion, therefore, that whatever the 
form of the policy, the reserve fund should 
begin from the time of the issuance of the 
policy.’’ 

In accordance with this opinion, 
Superintendent Drake has issued 
the following ruling covering the 
question of preliminary term valua- 
tion : — 

‘Reserve on all kinds of old line life- 
insurance policies, irrespective of plans or 
conditions of the policy-contracts, must 
begin, and be maintained during the exist- 
ence of the policies, on the above standard, 
from the time of the issuance of policies to 
their termination, whether the policies 
be issued on the regular term plan, ordi- 
nary life plan, or endowment plan, regard- 
less of any stipulated provision in the 
applications, respecting the right of com- 
panies to value policies the first year, or 
subsequent years, as preliminary term 
insurance.”’ 

The most striking fact about this 
incident is, that in the absence of 
any law governing the matter, the 
Superintendent of Insurance, sup- 
ported by the City Solicitor, has 
taken a position which is based 
upon sound life-insurance princi- 
ples and actuarial common sense. 
The insurance and legal depart- 
ments at Washington were at 
perfect liberty to decide this case 
in accordance with expediency, had 
they so wished, or to interpret the 
contracts of the preliminary term 
companies according to their terms 
aswritten. That they did not do this 
shows that, aside from legal tech- 
nicalities and actuarial verbiage, 


any legal or insurance authority is 
bound to render an opinion upon 
this question which is based upon 
common sense. 

Of secondary importance is the 
fact that the City Solicitor states 
that his opinion is supported by the 
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decision of the Massachusetts Su- 
preme Court, thus showing that his 
examination Of that decision led 
him to conclude that the Court had 
passed upon the merits of prelim- 
inary term valuation as well as 
upon the powers of the insurance 
commissioner. 

The probability is that the de- 
cision of the Massachusetts Court, 
—together with the interpretation 
accorded by Government and actu- 
arial authorities who have exam- 
ined it,— will have its due influence 
upon other State Departments, and 
may lead them to take:a more posi- 
tive position in the future. As 
expressive of high actuarial author- 
ity in regard to this important deci- 
sion we desire to quote the opinion 
of Mr. Oscar B. Ireland, President 
of the Actuarial Society of America. 
He says: ‘“‘I believe this decision 
to be in the interest of fair dealing 
and that the spirit and intent of the 
net valuation method as prescribed 
in Massachusetts and many other 
States are upheld and strengthened 
by the action of Commissioner Cut- 
ting, which this decision upholds.”’ 

It is also interesting to note in 
connection with this controversy 
that a life-insurance company has 
just been incorporated in the State 
of New Jersey which proposes to 
begin business upon a capital of 
$100,000. In its prospectus to the 
public this suggestive statement is 
made: 

‘The company intends to maintain from 
the beginning the full reserve required by 
this standard (American 3 per cent table) 
instead of resorting to the ‘one year term’ 
method of escaping the legal reserve re- 
quirement during the first year, as com- 
monly adopted by new companies.”’ 

This is a clear recognition that a 
new company which does not put 
up the full reserve will not receive 
that public confidence and maintain 
that permanent success which will 
come to a company which affords 
full protection to its policy-holders 
from the start. A new life company 
being organized in Pittsburg, has 
taken a similar position in opposition 
to the use of this device. 











ANNUAL MEETING OF THE NATIONAL BOARD. 


President Sheldon discusses the Fire Insurance Situation.—- The Executive Committee 
Recommends Centralization in Control of Local Board Expenses. } 


The National Board of Fire Un- 
derwriters held its annual meeting 
in New York May 8. 
of this organization are always of 
great interest to fire underwriters 
because they bring together repre- 
sentative company officials and man- 
agers from all parts of the country, 
upon a basis from which the tinge 
of competitive rivalry is entirely ab- 
There is no question of rates 
or curtailment of 


The meetings 
g 


sent. 
or commissions, 
competition, or charges of bad faith, 
or any of the features which neces- 
sarily enter into other cooperative 
fire-insurance associations ; and yet, 
notwithstanding its informal char- 
acter, the National Board exercises 
a wide influence, and is frequently 
called upon in important crises to 
act on behalf of the business as a 
whole. Furthermore, the work 
which it performs in the inspection 
and improvement of fire depart- 
ments, in its study and regulation 
of the electrical hazard, its attempt 
to reduce incendiary fires by means 
of a discriminating system of public 
rewards, its classification of statis- 
tics, and, finally, its efficient work in 
regard to matters of legislation, — 
is of increasingly positive value to 
the interests of fire-insurance. 


- 
President Sheldon as an Underwriter. 
The second annual address of 
President George P. Sheldon is a 
markedly concise presentation of 


the emphatic points in the present 
fire-insurance situation. Mr. Shel- 


don is himself one of the most 
interesting personalities in the busi- 
ness. In certain respects his career 
as an underwriter is without par- 
allel. He was educated as a law- 
yer and obtained great prominence 
in this profession before his connec- 
tion with fire-insurance as 
ecutive official. 

When it became necessary to 
reorganize the Phenix Insurance 
Company, in 1888, Mr. Sheldon, who 
was its vice-president, was called 


an eCx- 


upon to assume the presidency and 
take charge of this work. His 
knowledge of insurance consisted 
entirely of what he had learned in 
the performance of his informal 
duties as vice-president. He pos- 
sessed, however, the rare faculty of 
adjusting himself to circumstances, 
of rearranging the order of his 
thought, and of applying his men- 
tal faculties to study and perfection 
in a new profession. 
experience gave hima certain broad 
command of business propositions, 
which enabled him to grasp and 
appreciate the needs of the situation 
with which the company was con- 
fronted. He also brought to the 
business a breadth of view and 
freshness of outlook which has not 
without its 
fire underwriting as a whole. He 
carried the Phenix Insurance Com- 
pany safely through its difficulties 


His previous 


been influence upon 


and has placed it to-day in a posi- 
tion where, from the standpoint of 
financial stability and 
transacted, it ranks among 
great American companies. 


business 
the 
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The Rating Situation. 


In opening his address Mr. Shel- 
don applied himself at once to the 
conflagration hazard as a factor in 
rate making. He pointed out that 
immunity from conflagrations in 
recent years had led fire under- 
writers to lose sight of this hazard ; 
but he believed that the sweeping 
fires at Jacksonville in 1go1, and at 
Waterbury, Paterson, and Atlantic 
City in 1902, involving an aggre- 
gate loss of $18,000,000, showed 
conclusively that the time had not 
yet arrived when the companies 
could cease to consider this risk or 
to eliminate it as an important fac- 
tor in the adjustment of rates. 

Concerning the experience of the 
companies as a whole he stated 
that stock companies reporting to 
the New York Department met 
with a loss of 4.25 per cent in Igor, 
and that during the past ten years 
the underwriting profit realized on 
current transactions was .37 per 
cent of the premiums received. He 
also stated that these results came 
not from an increased rate of burn- 
ing, but because the level of rates 
was too low. These facts he be- 
lieved showed ‘‘the necessity of, 
and fully justified, the advance in 
rates which the companies have felt 
constrained to direct local boards 
and other boards having jurisdic- 
tion to make during the year.’’ He 
hoped that with improving rates 
and such checks upon the expense 
account as conservative companies 
may exercise, it would be possible 
to make a more favorable report at 
the next annual meeting, even if 
there should be no marked diminu- 
tion in the rate of burning. 

Mr. Sheldon believed that the 
most significant sign of promise in 


the fire-insurance situation was the 
greatly improved legislative out- 
look. He stated that the legisla- 
tion enacted or proposed during the 
past year was much less than usual, 
due partly to the fact that fewer 
legislatures were in session, and to 
some extent also to a_ gradual 
changing, if not reversing, of the 
sentiment against corporations. As 
an evidence of this change he cited 
the repeal of the anticompact law in 
Virginia and of the discriminating 
tax law in Iowa. He pointed out 
also that the Insurance Commis- 
sioner of Missouri had strongly 
favored a repeal of the valued pol- 
icy law, and that the Governor of 
Ohio had recommended the repeal 
of both the valued policy and the 
anticompact laws of that State. 
These facts, coupled with the defeat 
of similar proposed measures in 
other States, gave'a distinctly im- 
proved aspect to the legislative 
situation. 

In this connection Mr. Sheldon 
recorded his distinct and significant 
approval of the work performed by 
local agents. He said :— 

‘‘T desire to refer again to the support 
and codperation the companies have re- 
ceived from associations of local agents in 
the various States in this good work. I 
am informed that this influence was par- 
ticularly effective in the result referred to 
above in Virginia, and it is only right and 
proper that mention should be made of 
this at this time.’’ 

Mr. Sheldon found the greatest 
cause for congratulation in the de- 
cisions of the United States courts 
in regard to the antitrust laws of 
Nebraska and I]linois on the ground 
of their discriminating character. 
‘‘These decisions,’ he said, “‘ call 
into question the validity of a num- 
ber of such acts in other States, and 
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should be an important influence in 
leading to their repeal.’’ 

He also pointed out that in Texas 
the antitrust laws enacted prior to 
1899 had been declared unconstitu- 
tional, holding’ out the hope that 
the present laws of that State would 
not stand the test when submitted 
to judicial review. He stated that 
the Texas case may be carried to a 
‘higher court, and commented upon 
the fact that a ‘‘ sifting process is 
now in progress which is likely to 
produce a clearer legal acumen in 
the minds of the legislators, which: 
in the future will be greatly bene- 
ficial to fire-insurance interests.’’ 


¥ 


Rates and Commissions. 

Mr. Sheldon pointed out that dur- 
ing 1go1 the average rate of insur- 
ance advanced 5.67 points on each 
$100 at risk, which is accounted for 
by the application of revised and 


improved rating schedules. This 
tendency towards increased rates 
has been helped by the general 


knowledge among property owners 
that the business has been unprofit- 
able, and that the emergency called 
for an increased premium if the 
character of the indemnity offered 
for sale was to remain unimpaired. 
He also stated that while there was* 
a slight reduction in the total ratio 
of expense over the previous year, 
there has been a continual advance 
in commissions paid and that in 
1go1 the highest percentage of this 
item was reached, notwithstanding 
the persistent efforts of many com- 
panies to place a limit upon this 
element of expense. 

In discussing the danger of elec- 
tricity Mr. Sheldon expressed the 
belief that the serious nature of this 
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hazard is not generally realized. 
While statistics upon the subject 
are necessarily meagre, it is clear 
that the companies should exercise 
a most searching vigilance in deal- 
ing Thus far 
underwriting interests were mainly 
responsible for the attempts to regu- 
late and control it. Ina few of the 
large cities they are aided by munic- 
ipal inspection, and in some cases 
there is a desire shown on the part 
of property owners, electric com- 
panies, architects, and contractors 
to cooperate. He believed that 
wherever inspections are made by 
the National Board, or any other 
underwriting association, the com- 
panies should refuse to permit the 
use of electricity until a certificate 
is procured that the wiring 
equipment are in full compliance 
with the established rules. With 
this conclusion the electrical com- 
mittee of the Board, Mr. F. C. 
Moore, chairman, is in full accord. 


with this hazard. 


and 


¥ 


Report of the Committee on Laws. 


The report of the committee on 
laws, made by Mr. George L. Chase, 
supplements the remarks made by 
Mr. Sheldon respecting the 
provement in State legislation, par- 
ticularly in regard to the court 
decisions rendered upon antitrust 
and anticompact laws. This com- 
mittee also refers to the fact that 
upon a case submitted to a referee 


im- 


in Missouri a finding has been ren- 
dered that the antitrust law of that 
State is ‘‘ unreasonable, oppressive, 
unconstitutional, and void.’’ The 
committee states that if this opinion 
should be confirmed upon appeal to 
the court it may be possible for the 











206 Monthly Journal of Insurance Economics. 


companies to recover the fines paid 
in that State a few years ago. 

The committee expressed its re- 
gret that the Massachusetts Fire 
Marshal’s office should have been 
merged with the Police Department. 
It says: ‘‘ This is one of the offices 
which has shown the desirability of 
its continuance by the work it has 
done in the investigation of the 
causes of fires and the prosecution 


”? 


of incendiaries. 
The committee also deals with 
the bill introduced in the Ohio 
Legislature for the classification of 
fire risks through the office of the 
Superintendent of Insurance. It 
calls it an unwise measure, and re- 
gards it as fortunate that the bill did 
not pass. The committee says : — 


‘‘It should not be lost sight of that the 
question of rate can never be settled on 
the experience of a single State any more 
than it can be on the experience of a sin- 
gle city. From the wider point of view of 
the companies the one might as well be 
attempted as the other. If Ohio should 
order a risk classification as a basis for 
rates, Delaware might also do so, and as 
legislation has a tendency to spread from 
one State to another, the companies would 
be hampered seriously in the conduct of 
their business. It is hard to conceive of a 
measure which would be more mischievous 
and embarrassing.”’ 


In regard to the legislative situ- 
ation as a whole the committee 
says :— 

“‘So far as legislation in general is 
concerned, your Committee reports as a 
matter of record the repeal of the anti- 
compact law in Virginia, and of the dis- 
criminatory tax against foreign companies 
in Iowa. Other promising signs are the 
recommendations of officials in several of 
the States and the efforts of Local Agents’ 
Associations for the repeal of legislation 
inimical to the companies. Your Com- 
mittee is hopeful that the tide is turning 
at last, and that the high-water mark of 
factious legislation has been passed, but 


little of which has been enacted since you 
last met. A review of the bills introduced 
is not necessary, but it may, we think, be 
stated with confidence that the outlook is 
better than it has been for years, and your 
Committee hopes that this forecast will not 
suffer disappointment when the legisla- 
tures of the several States again assemble.’’ 


¥ 
Statistics of City Fire Losses. 

The committee on statistics, cov- 
ering the tabulation of fire losses in 
cities, reported some improvement 
in the character of its work, but 
regretted that it had not been able 
to obtain more assistance from the 
local agents in perfecting this 
branch of research, particularly in 
obtaining the figures in regard to 
insurance losses. Referring to this 
phase of the question the committee 
says: ‘‘ Your committee had hoped 
that these difficulties would have 
been remedied through the influ- 
ence of the National Association of 
Local Agents, which voted to assist 
the work through its State branches, 
and the committee trusts that a fuller 
cooperation of the agents may yet 
be secured through that channel.’’ 

The Committee found great diffi- 
culty in obtaining statistics in re- 
gard to electrical fires. A_ less 
number of companies reported on 
this point this year than last. 

“Twenty-nine companies report for 
1901 that out of 85,396 fires, 1793, 
or 2.09 per cent, were due to elec- 
tricity, and that out of a total loss 
from all causes of $22,023,391, the 
sum of $747,861, or 3.4 per cent, was 
caused by electricity. 

From extensive statistics com- 
piled by the committee in regard to 
fire losses in cities, the following in 
respect to the larger cities of the 
United States will be of great 
interest : — 
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Populat'n 


Capita 





City 


' 
Ps 
z 

on 


San Francisco 342,782 $525,768 1.64 
Washington 278,718 ¥*285,677 1.03 
Chicago 1,698,575 +5,075,000 358 —e 
Jersey City 206,433 396,132 2.10 3.09 
Newark 246,070 270,578 1.46 1.7 
Buffalo 352,387 1,059,173 3.01 3.73 
New York City 3,437,202 8,328,443 2.42 2.45 
Cincinnati 325,902 994,755 3.92 3.93 
Cleveland 381,768 957 828 2.51 3.93 
Louisville 204,731 352,305 1.72 2.11 
New Orleans 287,104 728,261 2.58 1.99 
Baltimore 508,597 1,478,410 2.94 3.04 
Boston 560,892 1,647,680 3.13 2.62 
Detroit 285,704 605,393 2.44 3.7 
Minneapolis 202,718 467,417 2.33 5.81 
St. Louis 575,238 2,597,135 4.75 6.76 
Philadelphia 1,293,697 2,058,190 2.05 2.33 
Pittsburg 321,616 1,034,702 3.94 3.69 
Milwaukee 289,147 733,425 2.54 3.99 





*Property loss; insurance loss not given. 


+ Figures for Chicago are not presented by the 
committee and are estimated by this magazine 
upon reliable information. 


* 
Work of Other Committees. 


The committee on fire department 
reported that the inspections made of 
city fire departments has continued 
to prove beneficial in its results. It 





states that in the future it would, in 
accordance with instructions given 
by the executive committee, use its 
discretion in giving more publicity 
to the reports made by the inspector, 
believing that in this way much 
public good will accrue. The com- 
mittee also recommends that a stand- 
ard for fire protection in cities be 
adopted by the Nationaal Board, in 
conjunction with the National Fire 
Protective Association, for the pur- 
pose of making such a standard 
available in the application of the 
new mercantile schedules now being 
applied in various sections of the 
country. 

The committee on incendiarism re- 
ported that one hundred and ninety 
three rewards, involving a total of 
$59,200, were made during the year, 
and that in five cases the amount 
actually paid in rewards was $1700. 
Six convictions were secured, ran- 
ging from one to eighteen years. 





SUGGESTED CENTRALIZED CONTROL OF LOCAL BOARD EXPENSES. 


The Executive Committee of the 
National Board of Fire Underwriters 
made no formal report this year, 
but its chairman, Mr. Henry H. 
Hall, offered some interesting com- 
ment on behalf of the Committee, 
which has attracted widespread at- 
tention. Mr. Hall has the happy 
faculty of making striking and in- 
teresting suggestions in an ex- 
temporaneous way, and this is not 
the first occasion on which his re- 
marks have become the key-note of 
public discussion. He is also an 
industrious and intelligent collector 
and compiler of statistics. His 
work in this direction has been of 


infinite value to fire-insurance in- 
terests. 

Mr. Hall suggested that the time 
had arrived when the National 
Board should consider the question 
of supervising, checking and con- 
trolling the expenditures made by 
the companies in the maintenance 
of cooperative organizations. He 
believed that, properly supervised, 
this item of expense might be ma- 
terially modified. He stated that 
the Executive Committee has for 
some time been engaged in collect- 
ing a detailed statement of the ex- 
pense of conducting local boards, 
rating associations and fire patrols 
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throughout the country, and in 
this work has been quite happily 
successful. The information thus 
gathered has been collated by the 
Committee in a comparative form, 
showing the cost in different sec- 
tions, and has been placed on file 
in the archives of the Board for the 
use of the members. 

Mr. Hall stated that this infor- 
mation showed that the annual ex- 
pense of conducting underwriters’ 
organizations during the year Igor 
was $1,966,000... Of this sum he 
estimated that about $500,000 was 
spent in maintaining local boards 
in large cities, and that sections 
outside of these cities (in which the 
work of special agents is so largely 
enlisted, the expense of whose main- 
tenance does not appear in the com- 
pilation) carry an expense cost of 
about $1,500,000 for maintaining 
rating bureaus. In this connection 
he pointed out the significant fact 
that in large cities practically all the 
companies doing business therein 
share the expense of the association, 
whereas the big item of cost for out- 
side bureaus is borne by a portion 
of the companies. 

Mr. Hall thought that when the 
National Board gave up the con- 
trol of rates and commissions it 


should have retained supervision 
and control over the expense of 
underwriters’ associations. Gradu- 
ally, he said, the Board is coming 
back to a proper degree of centrali- 
zation in these matters. By degrees 
there is coming to be more coopera- 
tion between the larger rating asso- 
ciations and the National Board. 
In other respects also, — particu- 
larly in the work done by the board 
of consulting engineers and the com- 
mittee on- forms, —the results tend 
to show that no resentment is cre- 
ated where an intelligent and proper 
supervision is exercised by the Na- 
tional Board. 

A resolution was adopted, in- 
structing the Executive Committee 
to continue the work of compiling 
Board expenses, looking forward to 
the time when it may Have com- 
plete control of these matters. It 
was also voted that, where electrical 
inspections are made, local boards 
should adopt a system of charges 
therefor, which will make the work 
self-sustaining. Mr. Hall estimates 
that at least $50,000 has been spent 
by underwriters in making elec- 
trical inspections over and above 
the receipts collected in the way of 
fees. 


, Dry 39 
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LEGAL OUTLOOK IN 


ANTICOMPACT STATES. 


Bearing of Recent Decisions. — Possible Relief by Repeal of Adverse Laws. 


In connection with the legal 
phases of anticompact legislation 
some interesting events have taken 
place during the past few months. 
In September, rgo1, the United 
States Circuit Court for the district 
of Nebraska rendered a decision 
declaring the antitrust and anti- 
compact laws of that State to be 
unconstitutional ; the former on the 
ground that it exempted unions 
organized to control the price of 
labor, and the latter because it con- 
travened the right of liberty of 
contract by prohibiting agreements 
upon commissions and the manner 
of transacting business. Since then 
the antitrust law of Illinois has 
been passed upon by the United 
States Supreme Court, which, on 
March 10, handed down a decision 
declaring that statute unconstitu- 
tional because it exempted agricul- 
tural products and live stock. 

The principle that a law prohibit- 
ing price-fixing agreements which 
contains specified exemptions is 
class legislation and therefore un- 
constitutional, is by this decision 
well established. Its effect upon 
the interests of fire-insurance com- 
panies is problematical. The States 
have dealt with fire-insurance rate 
agreements in two ways,—one by 
special anticompact laws, apply- 
ing only to fire-insurance compa- 
nies, the other by general anti- 
trust laws which include insurance 
companies. 

It is clear under the latter that 
the decision of the United States 
Supreme Court is of direct interest 
to insurance companies, wherever 


exemptions 
unconstitu- 


these laws contain 
which render them 
tional, as they do in the case of 
Illinois, Nebraska, and other States. 
In respect to anticompact laws, the 
Insurance Field, of Louisville, 
presses the opinion that the Illinois 
decision ‘‘ does not dispose of anti- 
compact insurance legislation where 
it is enacted in a specific law apply- 
ing to that subject.”’ 

Possibly this is true, although it 
would seem, if an antitrust law ex- 
empting particular industries were 
class legislation, that a law apply- 
ing only to insurance companies 
and exempting all other industries 
is class legislation of the 
tremest type. This point, however, 
has never been touched upon by 


ex- 


ex- 


any court, so far as we are aware. 
As a matter of fact, any law pro- 
hibiting price-fixing agreements 
which does not apply to all indus- 
tries is class legislation, and pos- 
sibly if fire-insurance companies 
depended upon the United States 
courts for relief from this class 
legislation, it would obtain it with- 
out much difficulty. 

Unfortunately, under 
existing conditions, it is immaterial 
to fire-insurance interests as a prac- 
tical proposition, whether the courts 
decide that these laws are uncon- 
stitutional or not, so long as any 
State is disposed to impose an anti- 
trust or auticompact law upon out- 
side fire-insurance companies as a 
condition precedent to admission. 
In commenting upon the Nebraska 
decision we pointed out the peculiar 
disadvantages under which insur- 


however, 
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ance companies labor, as follows: — 

‘‘In 1870 the State of Wisconsin 
passed a law denying to insurance 
companies the right of. appeal to 
Federal courts. A prominent in- 
surance company carried the case 
to the United States courts and 
obtained a decision declaring the 
law in conflict with the constitution; 
but the court likewise said that 
there was nothing to prevent any 
State from imposing any conditions 
it chose upon foreign corporations, 
whether constitutional or not, as a 
prerequisite to the issuance of a 
license to do business. The deci- 
sion has not hindered Wisconsin 
from continuing the imposition of 
this unconstitutional law, nor pre- 
vented other States from passing 
similar laws.’’ 

In commenting upon the IIli- 
nois decision, the /nusurance Field 
brings out the same point and com- 
ments upon it in the following lan- 
guage :— 

‘“The attitude of the Supreme 
Court towards insurance sets it 
apart. In a Wisconsin case it was 
held that while the State law could 
not operate to prevent a corporation 
from another State from taking a 
case from the State to the Federal 
courts and was, to that extent, un- 
constitutional, yet under the same 
law, if the company did so take the 
suit to the Federal Court, the State 
could exclude the company from 
doing business in the State. In 
other words, the Federal Govern- 
ment has no control of insurance 
whatever, as it is not trade or com- 
merce, but it is purely under con- 
trol of the States, and they can even 
forbid it if they choose. So that, 
while the antitrust laws, as applica- 
ble to insurance companies, may be 


unconstitutional, the States may yet 
under them exclude all companies 
that violate them, because the Fed- 
eral courts have no jurisdiction in 
the question of State regulations for 
its supervision. That seems to be 
the summary of all decisions up to 
date.”’ 

The anticompact proposition, so 
far as insurance companies are con- 
cerned, is therefore in the following 
condition: Relief can be obtained 
either by a repeal of anticompact 
laws, or by National Supervision 
(which would mean a recognition of 
insurance as an adjunct of com- 
merce) and in no other way. 

As to the probability of relief by 
repeal, it is interesting to note that 
the anticompact law of Virginia has 
just been wiped out. The Senate of 
South Carolina voted to repeal the 
anticompact law of that State, but 
the proposition was defeated in the 
House. In Missouri last year a re- 
peal of the anticompact law was 
defeated on a technicality against 
the will of a majority of the legis- 
lature. In Ohio and Iowa an active 
attempt is now being made to repeal 
these laws. In Louisiana a similar 
movement is on foot with some 
promise of success. Under the Ne- 
braska decision, previously referred 
to, that State is taken out of the 
anticompact column pending fur- 
ther developments. 

As regards national supervision, 
it may be said that efforts are now 
being made in Congress—in connec- 
tion with the administration’s prop- 
osition to establish a Department of 
Commerce—to secure legislation 
which will bring insurance underthe 
same commercial conditions which 
now apply to all other industries 
doing an interstate business. 











How the Action of the Companies Has Been Received by Property-Owners.— Some Interesting 
and Suggestive Statements by Business Men. 


The recent flat advance of twenty- 
five per cent on mercantile and 
special hazards has caused wide- 
spread discussion among property 
owners. It is extremely interesting 
to notice the different ways in which 
the question is being handled by 
those who have to pay the premiums. 
Taken as a whole, the insuring pub- 
lic seems disposed to take the situ- 
ation philosophically and to pay 
the advance wherever required, but 
in some notable instances there is a 
tendency to resent the advance and 
make it difficult for the companies 
to collect the increased premium. 

In the city of Philadelphia the 
Business League appointed a spe- 
cial committee to consider the in- 
creased rates. This committee made 
a report embracing a number of 
suggestions, among which we de- 
sire to quote the following : — 


‘The fire-insurance companies’ expense 
accounts are outrageously high. Their 
rates are unequally and unfairly applied, 
and on most classes of risks are already not 
only excessive but exorbitant. The recent 
advances are therefore unwarranted and 
are simply abuses of power. Their iosses 
are excessive largely because discretion is 
not properly exercised in the acceptance 
of risks. Their reckless cutting of rates in 
the rate wars in New York City, California 
and other sections, and the carrying of long- 
term insurance at the cut rates, are largely 
responsible for the heavy loss ratio.’’ 

‘The rates of commission paid to brokers 
are excessive. It is obvious, 
average of one-fourth of every advance in 
premiums made is but an additional pay- 
ment to the brokers and agents, that the 
method of calculating commissions upon 
amounts of premiums instead of upon the 
amounts of the policies is wrong.”’ 


when an’ 


‘‘The brokers are the paid agentsof the 
insurance companies. If the claim of the 
stock companies that brokers are the agents 
of the insured be true then the insured has 
the legal right to demand that the services 
of his own employees shall be dispensed 
with and to obtain his insurance direct, less 
the broker’s commission.”’ 

“‘The fixing of rates by an irresponsible 
tariff board and the uniform maintenance 
of such rates by the stock companies is 
illegal. As heavy losses in all sections of 
the country have been paid for by the 
whole country, and Philadelphia has al- 
ways contributed its share of the same, it 
is manifest that Philadelphia’s losses should 
also now be borne by the whole country.”’ 


¥ 


Southern Business Men’s Views. 

Equally interesting and sugges- 
tive is the action taken by the At- 
lanta, Ga., Chamber of Commerce. 
In this case, as in Philadelphia, a 
special committee was appointed to 
consider the rate advances. This 
committee reported that in its opin- 
ion the advances made upon certain 
classes of risks in the city of Atlanta 
should be reduced so that the entire 
increase should be only ten per cent. 
In respect to the question of expense, 
the report of this committee reads as 
follows : — 

It will be observed that in all calcula- 
tions of losses and receipts made by the 
Tariff Association companies, an arbitrary 
figure of thirty-five per cent of gross re- 
ceipts is adopted as the expense of carry- 
ing on the business. Your committee does 
not believe that the necessary expenses at- 
tendant upon the carrying on of local busi- 
ness justify such a charge. It may be true, 
and doubtless is, that where the companies 
have their headquarters in Atlanta, and 
carry on business in a number of States, far 
removed from the department offices of the 
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company, the expenses on outside business 
will.amount to thirty-five per cent. 

“Tt is, however, a well-known fact that 
local insurance agents receive a commis- 
sion of about fifteen per cent of the pre- 
miums, for soliciting business; and it is 
also a fact that no very great amount of 
other expense is incurred or enters into the 
transaction of business locally. 

‘‘ While the charge of thirty-five per cent 
made by companies against gross receipts 
may be just and equitable, as the expense 
of carrying on operations throughout a 
vast extent of territory, your committee 
does not believe that it is either just or 
equitable to arbitrarily use the maximum 
amount of expense in fixing a local rate. 

“It is a fact worthy of note that other 
companies, not in the Tariff Association, 
but operating throughout the State of 
Georgia, have an expense account amount- 
ing to only about twenty-two and one half 
per cent of gross receipts. If such compa- 
nies can operate throughout the State for 
twenty-two and one half per cent, then it 
would seem that strictly local business can 
be carried on by the Tariff Association 
companies at no greater cost than twenty- 
two and one half per cent, and this your 
committee submits is a fair estimate of 
necessary expenses in fixing rates for local 
insurance. If twenty-two and one half per 
cent is taken as the basis of expense, in- 
stead of thirty-five per cent, on Atlanta 
business, allowing even fifty per cent on 
outside business, it will be seen that, in- 
stead of losing $45,000 in the past seven 
years, the companies have made more than 
$100,000, notwithstanding the extraordi- 
nary losses of Igor.’’ 


* 


Massachusetts Temperate Utterances. 


In striking contrast with this de- 
nunciation of insurance companies, 
is the report of the insurance com- 
mittee of the Massachusetts State 
Board of Trade. A model of con- 
cise presentation and fair argument 
on behalf of the companies, it con- 
tains a full and frank recognition of 
the difficulties with which they are 
confronted. It should be said, in 
explanation of this fact, that the 


chairman of the committee of this 
organization, Mr. B. B. Whittemore, 
is a Boston underwriter of many 
years’ experience ; nevertheless, the 
report, as adopted by the State Board 
of Trade, is a business man’s docu- 
ment in every respect. The insur- 
ance interests actually represented 
therein are comparatively small, but 
the fact that they did have some 
voice in its proceedings, undoubt- 
edly accounts for the remarkably 
reasonable action which it was in- 
duced to take at this particular 
time. 

The committee was asked two 
questions: First, as to what extent, 
if any, the existing high rates are 
due to excessive commissions and 
expenses of management, and sec- 
ond, to what extent, if any, the re- 
cent great advance in rates is neces- 
sary. 

In answering the last question the 
committee states that for four years 
one hundred and twenty-three lead- 
ing companies show an underwriting 
deficit of 5.54 per cent, the loss paid 
to premiums being 65.84 per cent, 
and expenses 39.70. This expe- 
rience, coupled with many retire- 
ments, lead the companies to make 
an advance in rates on unprofitable 
classes, in the interests of stock- 
holders and the insuring public. 
The advance aggregated not more 
than seven or eight per cent on total 
premiums, and, under the circum- 
stances, seemed entirely justified. 


¥ 


Analysis of Increased Expenses. 


The comment made by the com- 
mittee in answer to the query rela- 
ting to commissions and expenses, 
is extremely interesting and is re- 
printed in full :— 











Public Discussion of Rate Advances. 


‘* Asto commissions and expenses of man- 
agement, we find that both haveduring the 
past two or three decades been considerably 
increased, and this from the following 
causes : 

‘The advance in commissions to agents 
seems to have kept pace fairly and simply 
with the increased cost of living, of office 
rents, clerk hire and other expenses nec- 
essary to the business, while the employ- 
ment of brokers by the public has added 
materially to the commission expense. 
But the increased cost of management of 
the companies requires a more careful 
analysis. 

‘In primitive times in this country, when 
buildings were carefully constructed and 
as carefully occupied, when areas were 
small and buildings seldom exceeded three 
stories in height, and when few conjested 
districts existed, losses by fire were com- 
paratively light and insurance companies 
conducted their business with reasonable 
profit and at small expense. But, of late, 
conditions are greatly changed, and, in 
consequence, the cost of management of 
the insurance companies has been largely 
and unavoidably increased. 

“The improper construction of build- 
ings, the increase in their height and areas, 
and in many instances the crowding to- 
gether of such structures into congested 
districts, have invited numeroussingle fires 
and conflagrations such as we have recently 
known. 

‘‘ Again, the introduction of electricity, 
gasoline and other dangerous elements into 
use for various purposes has created a fire 
hazard that is truly alarming, and has 
caused the insurance companies to change 
their attitude from that of venders of in- 
demnity simply to that of conservators of 
the public safety. 

‘*To this end the companies are obliged 
to employ a large force of inspectors of ripe 
experience, and in many cases of broad 
technical education to point out faults in 
the construction and occupancy of build- 
ings, and to instruct the public in the best 
methods of handling the dangerous ele- 
ments that have come so extensively into 
use. All of these requisitions add largely 
to the expense of the business. 
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‘To these expenses must be added those 
of state taxes and licenses, and the cost of 
maintaining protective departments and 
local boards of underwriters. 

‘But the criticism, if such be made, that 
the expenses of insurance companies are 
excessive will disappear, we think, when 
we compare them with those of other bus- 
iness enterprises. For instance, the pur- 
chaser of a pair of shoes pays anywhere 
from fifty to seventy-five per cent above 
the cost of manufacturing the article, and 
no one complains, since the manufacturer, 
the jobber, and the retailer should each re- 
alize a fair profit. Of course, the retailer 
takes the larger share and earns it as well, 
as he expends more or less time in fitting 
shoes to the customers’ needs. 

‘‘But insurance is also essentially a re- 
tail business. Its policies are sold singly 
in larger or smaller amounts and must be 
fitted to the needs of each customer. Wit- 
ness the endless details connected with the 
transaction. First of all, the location and 
quality of the risk must be determined. 
Then, the policy having been written, the 
agent must copy it in his register, make 
note of it in his street book, expiration 
book, and on his maps, and then mail a re- 
port to the company’s headquarters. There 
a new record is made and classification 
ensues. 

‘But this does not of necessity terminate 
the clerical work. When a shoe dealer 
sells a pair of shoes and receives the equiv- 
alent, the transaction is ended, but a pol- 
icy-holder may at any time ask for the 
cancellation of his policy and claim the 
unearned premium, in which case the 
agent goes through the process of revers- 
ing his records in every detail and forfeits 
his commission on the return premium as 
a reward of his labor. Again, the holder 
of a policy may desire to remove the sub- 
ject of his insurance from one place to an- 
other and is accommodated in the matter 
by the transfer of his policy, which transac- 
tion passes through the whole routine of 
entries in the agent’s office and at the home 
office, for which the policy-holder pays 
nothing. Does any other business offer 
more liberal terms to its patrons? ”’ 
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GEORGE P. FIELD — FIRE UNDERWRITER. 


By HENRY 


Before the first number of the 
JouRNAL OF INSURANCE ECONOM- 
ICS was printed in May, 1899, the 
publisher sent an announcement of 
his intention to every fire-insurance 
manager and official whose com- 
pany was authorized to do business 
in Massachusetts. Our novel posi- 
tion toward advertisers was frankly 
outlined, and patronageinvited upon 
the basis of the expected circula- 
tion of the edition about to be 
printed. One man responded to that 
invitation,— Mr. George P. Field, 
the New England manager of the 
Royal Insurance Company. Mr. 
Field thought there was something 
in the idea, recognized the need of 
a high-class, technical magazine, 
and was willing to give his en- 
dorsement to the project from the 
start. No other advertisement was 
received by this magazine during 
the first eight months. 

In the days of growing prosperity 
and success it is a pleasure to re- 
cord this interesting bit of history 
concerning a New England under- 
writer, who, notwithstanding his 
own force and his own positiveness 
of opinion, was yet willing to allow 
full freedom of thought to others. 

I think it can truly be said of Mr. 
Field that he is the strongest and 
most influential fire-insurance man 
supervising New England business. 
He was trained as an underwriter 
from the ground up,—that is, he 
began his career as a boy in a local 
agency. Then he became assistant 
secretary in a small local company 
at Bangor, Me., and afterwards sec- 
retary of a larger company at 


H. PuTNAM. 


Worcester, Mass. In 1873 he en- 
tered field work as a special agent 
forthe Royal. From this time on 


his advance was rapid. His brains, 
his knowledge of the business, his 
quick and ready wit, and his per- 
sonal charm of manner, marked 
him at once as a leader of his fel- 
lows. He soon gained a strong 
hold in the counsels of field men, 
and won great popularity among 
the local agents of New England. 

The managers of the Royal ad- 
vanced him to the position of gen- 
eral agent and superintendent of 
agencies successively, and finally 
took him into partnership in 1886. 
To-day, Mr. Field is the senior 
partner, and exercises full and ac- 
tive control and supervision over 
the business of the largest general 
agency in New England, a position 
maintained mainly through Mr. 
Field’s own vigor and capacity as 
an underwriter. 

Mr. Field has been content with 
the fame and fortune which he has 
won as a New England supervising 
underwriter and local agent. He 
has been offered alluring executive 
positions, which he has declined. 
He seems satisfied to rest upon the 
fact that he has built up a big local 
agency and brokerage business in 
Boston, and established for the 
Royal Insurance Company an al- 
most continuously profitable New 
England plant, and a premium in- 
come exceeding that of any other 
foreign company. 

Mr. Field is a man who forms 
quick judgments and direct, posi- 
tive views. Nevertheless he is al- 
ways generous to an opponent. His 
advice is frequently sought on mat- 
ters of common concern to under- 
writing interests and he has given a 
large portion of his time to cooper- 
ative work. Asthe president of the 
New England Insurance Exchange 
he originated and put through the 
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famous ‘‘New Hampshire Com- 
pact,’’ one of the most unusual and 
extraordinary movements ever in- 
augurated in the history of Ameri- 
can fire-insurance. The remarkable 
position taken by the companies at 
that time, in protesting against un- 
sound legislation, was due more to 
Mr. Field’s personal work than to 
any other single factor. 

Mr. Field can make an entertain- 
ing speech, write a good article, and 
talk in a most interesting manner. 
He has a large fund of humor and 
likes to tell a good story. When 
he is displeased he says so emphat- 
ically, but does not treasure up 
grudges. He is identified with all 
progressive fire-insurance move- 
ments, and is as much interested in 
discussing abstract problems as in 
writing premiums. He also has an 
eye on legislation and has had some 
interesting experiences with the 
practical politician. He keeps the 
door of his office open and welcomes 
his visitors with a smile. 

These are some of the elements 
in Mr. Field’s success, but the chief 
factors are his force of will, his 
power to command, and his quick 
grasp of underwriting problems. 
He believes that good underwriting 
is primarily a matter of judgment 
and not statistics; that the best sys- 
tems of classification now in use are 
very imperfect, and that even if it 
were possible to separate fire losses 
into their proper class hazards, an 
experience covering past years 
would have relatively little value 
as an indication of future condi- 
tions, where changes in machinery 
and methods of manufacture occur 
with such rapidity. He keeps and 
maintains a classification of losses 
which is used solely for the purpose 
of improving and supplementing 
his judgment. Successful under- 
writing, however, he holds depends 
most upon a knowledge of hazards 
and risks. 

In regard to rates of insurance 
and expenses Mr. Field believes 
that the present rates are high to 
the property-owner because the lia- 


bility to loss has steadily increased 
under modern business conditions, 
and also because the expense of 
transacting business has increased. 
In regard to expenses he holds that 
it might be possible to reduce the 
commission item somewhat, if sin- 
gle-agency representation could be 
secured, a condition not likely to 
be soon brought about. Upon the 
general question of expenses he 
does not believe that the tendency 
of the future will be towards a re- 
duction, but rather an increase in 
the proportion of the premium paid 
for expenses. He thinks that this 
must be the inevitable result of the 
increased expenditures made by 
fire-insurance companies to check 
the fire waste. The property-owner, 
he holds, is concerned only with the 
rate of premium which he has to 
pay, and it is immaterial to him 
whether sixty per cent of the pre- 
miums goes to pay losses and forty 
per cent to pay expenses, or forty 
per cent goes to losses and sixty 
per cent to expenses. The result is 
the same in either case. 


From the standpoint of the un- 
derwriter also he believes that the 
increased general rate of expense is 
fully justified. He contends that 
there is no other business where the 
cost of handling from the raw ma- 
terial to the consumer is so small as 
in fire-insurance. The middle man 
he regards as a necessity both. to 
the company and to the property- 
owner. He does not consider it 
feasible for the companies to do 
business without the intervention 
of the middle man, nor would it be 
possible for the property-owner to 
obtain satisfactory protection against 
loss if he undertook to deal directly 
with the companies. As to the 
broker, he believes that the time 
has not yet come when the insuring 
public is prepared to dispense with 
his services. So long as skilled in- 
termediaries are required in every 
other business transaction he does 
not see how it is possible to expect 
a change in the existing status of 
the fire-insurance broker. 




















THE WORK OF THE WESTERN EDUCATIONAL COMMITTEE. 


Two years ago the Western Union 
decided to make the experiment of 
securing the repeal of adverse State 
legislation by an appeal to public 
sympathy. For this purpose a 
special committee was appointed 
called the ‘‘ Committee on the Dis- 
semination of Information.’’ The 
immediate object was to organize 
an educational campaign in the 
States of Ohio and Iowa. The plan 
proposed was to make this cam- 
paign in every sense one in which 
the interests of the insurance com- 
panies and agents should be solidi- 
fied with those of the property 
owners, for the purpose of bringing 
pressure to bear upon legislation. 
This work was placed in the hands 
of a carefully selected committee 
which at once proceeded to effect 
an efficient organization of field 
men, local agents, and property 
owners. Meetings were held in 
both States, to which representa- 
tives of the secular press were in- 
vited, and a full and frank discus- 
sion and presentation was made 
of the aims and purposes of the 
Committee. 


The Committee was taken at its 
word in its desire for publicity by 
the daily press, which not only 
published reports of the meetings, 
but commented editorially upon the 
Committee’s propositions. This 
comment was of a varied nature 
and extremely instructive. It in- 
dicated, as a whole, that oppo- 
sition to the Committee’s work 
came mainly from machine poli- 


ticians and not from common-sense 
business men and property holders. 
words, 


In other political bosses 





were apparently alarmed at the 
nature of the campaign inaugurated 
against their power and prestige. 
The effect of the Committee’s 
work in respect to the present legis- 
lative sessions in Ohio and Iowa 
seems to show that its work was 
successful and justified its appoint- 
ment. In the State of Iowa the 
Committee was placed mainly upon 
the defensive againt a flood of hos- 
tile bills which required most of its 
force to combat. A ap- 
praisal law introduced and 
reached the house, but was defeated 


county 
was 


through the efforts of the commit- 
tee: A value policy bill and sev- 
eral other measures of an 
nature were, at the instigation of 
the Committee, withdrawn by their 
introducers from the hands of the 
insurance committee. 


adverse 


The plan of the ‘‘ Committee on 
the Dissemination of Information’’ 
was to moral alone. 
Letters and petitions from property 
owners of the State, bearing upon 


use suasion 


the measures introduced, were the 
artillery The 
its defen- 


main employed. 
Committee believes that 
sive campaign in Iowa fully justi- 
fies the efforts made, without which 
a number of hostile bills would 
undoubtedly have become laws. It 
is stated that the results in 
are very largely attributable to the 
local committee of special agents 


Iowa 


having the details in charge, con- 
sisting of Black, West, 
Clark, Fracker, and Phelps. 

In Ohio the ‘‘ Committee on the 
Dissemination of Information ’’ out- 
lined a program which involved 
the enactment of a standard policy 


Messrs. 
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law and the repeal of the valued 
policy, anti-coinsurance, and county 
appraisal laws. The Committee 
succeeded in part. It obtained 
the repeal of the anti-coinsurance 
and county appraisal laws, but 
failed to secure the repeal of the 
valued policy law. In addition to 
this the Committee was able to de- 
feat several hostile bills, the most 
important of which was known as 
the classification bill. 

The Committee received a great 
deal of help from company officials 
and managers, among whom the 
name of Manager Richards of the 
North British & Mercantile de- 
serves particular mention. The 
Committee also had assistance from 
commercial organizations in Cleve- 
land, Toledo, Cincinnati, Spring- 
field, Dayton, andColumbus. These 
organizations not only sent in ,peti- 
tions and letters to the legislature, 
but representatives of several of 
them appeared before the insurance 
committee and made arguments in 
favor of the measures advocated. 
These measures were also supported 
by petitions signed by over five 
thousand residents of the State. 

The campaign in Ohio was man- 
committee 
Mr. J. 0. 
His associate 
members were Wright, 
Woodbury, Bonar, Shreffler, Sage, 
Huggard, Gooch, and Gibbs. One 
of the most gratifying features of 
the situation was the loyal support 
given the Committee by the Ohio 


aged by a able 
of field 


Dye was chairman. 


very 


men, of which 


Messrs. 


State Association of Local Agents... 


Manager Ross and all the other 
officers gave freely of their time 
and counsel, and thus demonstrated 
that companies and agents acting 


together can accomplish a great 
deal, when it is difficult for either 
acting alone to effect important 
reforms. Another pleasing feature 
was the practically unanimous sup- 
port of the movement by Mutual, 
State, and Non-Union companies. 
There was no active opposition 
evinced by any company, and there 
were but few companies which did 
not, in one form or another, lend 
the Committee active and efficient 
support. 

The Committee is gratified that 
it was able to accomplish so much. 
That it could not accomplish more 
places emphasis upon the serious 
condition into which the business 
drifted. The Committee 
lieves that with the knowledge ac- 
quired by this experience, it will be 
able to do a great deal more in the 
future, and that in the next cam- 
paign, with a fuller understanding 
of its object and a thorough realiza- 
tion of the fact that the platform 
adopted is broad enough for all to 
stand upon, the companies will even 
more cheerfully join in the work. 
When this condition the 
‘‘Committee on the: Dissemination 
that it 
can secure the hostile 
legislation, and above all remove 
the causes of this legislation by 
dissipating much of the gloom and 
mystery which now obscures fire- 


has be- 


exists 
of Information’’ feels sure 
repeal of 


insurance as an industry, from the 
clear and frank view of the premium- 
payer. The key-note of the Com- 
mittee’s campaign to which it attrib- 
utes the success attained was :— 
‘‘Insurance is a tax. The insur- 
ance industry is a tax-collector and 
the premium-payer must pay losses, 
expenses and dividends.’’ 
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T. A. Ralston, Sub- -Manager.. 





ADMITTED ASSETS 
POLICY 
DIVIDEND 
CONTINGENT FUND 
NET SURPLUS 











RESERVE. & 
ENDOWMENT 


INSURANCE IN FORCE 


elielsuancengany 


OF NEW YORK 
10} ae ee | ©) 9) 
$13:370,863 
$11,103,912 
at) $ 856.819 
$ 100.000 
$ 1.310.132 
$59,646.669 


INCREASE 


8.33 
8.25 
16.36 
4.57 
10.31 








OF HARTFORD 


‘Etna Life Insurance Co. cosxceneur 


MORGAN G. BULKELEY, President. 


“$60,000,000 Assets. Paid to Policy- Holders, $126,000,000 


THE LARGEST COMPANY IN THE WORLD 
Writing Life, Accident, Health, and Employers’ Liability Insurance. 








MOST DESIRABLE CONTRACTS OFFERED TO AGENTS 





The 4&tna Life issues 3%, 4%, and 5% Gold Bond Contracts. 
Life Policies become Endowments at the Age of 85. 
Non-Participating Contracts at Low Rates. 


All 4&tna Policy and Bond Contracts have Liberal Extension Loan and Cash Values, and are without restrictions 
after one year, except for army and navy service. They contain many attractive and popular working features, including 
that of allowing 


DIVI DEN DS on Participating Policies to Accumulate at Interest for the purpose of reducing the number of 
Payments or shortening an Endowment Term. 


Written upon the most liberal forms of policies, including the form 
ACCI DENT INSU RANCE of other leading Companies if desired. : 





Application for an Agency should be made to the Home Office 
at Hartford, Conn., or at one of its General Agencies. 





H. L. PALMER, President. Oreanised 10sy, 
J. W. SKINNER, Secretary. THE & 57 


Northwestern Mutual Life Ins. Co. 


Purely Mutual and Transacts Business only in the United States. 











Statement, January I, 1902. 
ASSES. occ ccccvccecsvcccscccccescveved $151,944,757 
Low Liabilities, including $24,927,315 surplus 
accumulations held to meet tontine and 
MORTALITY. semi-tontine contracts...-...eeeeeee eens 146,662,526 NO 
, xg General Surplus... 5.5 csece ve vecssecevewes $ 5,282,231 REBATING 
ECONOMICAL Income we IgOl. is Je Wn 00 a 6x one $ 29,471,784 PERMITTED 
Insurance Written during I901*.......++-.- $ 70,318,227 
MANAGEMENT. . . ¥ 
Insurance Gained during 1901* .......-.4-- 45,057,710 
Insurance in Force™. ..cewsccs soones cscces 574,705,000 
*Including only business actually paid for. 











BEST RESULTS TO POLICY-HOLDERS. MOST ATTRACTIVE POLICIES. 
Business Accepted Only from Regular Agents of the Company. 





For Further Information, or an Agency, address: 


WILLARD MERRILL 
Vice-President and Superintendent of Agencies, Milwaukee, Wis. 
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